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* * * * * * * * * * *  * * * * * * * * * *  * * * * * * * *  Person t o  Contact:  
*****************  * * * * ******* **  ******  
* * * * * ******** ******** Contact  Telephone Number: 
*  ** * * * * * ****** * * * * * *  * * * * * * * * * * * 
* * * * * * * * * * **** ******* Refer Reply t o :  

***** ******  
E I N :  
******* *******  

Dear App l i can t :  

We have considered your a p p l i c a t i o n  f o r  r e c o g n i t i o n  o f  exemption 
under s e c t i o n  50.1 ( c )  ( 7  j o f  t h e  I n t e r n a l  Revenue Code. 

The evidence presented d i s c l o s e d  t h a t  t he  o r g a n i z a t i o n  was 
i n c o r p o r a t e d  *********  **** * * * * *   i n  * * * * ****************** * *  
***************** . 

The purpose f o r  which t h e  o r g a n i z a t i o n  was formed i s  t o  f o s t e r  
and develop i n t e r e s t  and sportsmanship i n  t h e  showing and 
e x h i b i t i o n  o f  s p o r t s  automobi les,  i n  general  and * * * * * * * * * * *  
* * * * * * * * *   automobi les,  i n  p a r t i c u l a r ,  i n c l u d i n g  t h e  spcnsor ing  o f  
compe t i t i ons  f o r  t h e  owners of s a i d  v e h i c l e s  t o  reward 
exce l l ence  i n  t h e i r  maintenance and performance. 

The a c t i v i t i e s  o f  t h e  o r g a n i z a t i o n  i n c l u d e  sponsor ing an annual 
carshow, annual au tocross  rac ing ,  and annual road r a l l i e s .  

The o r g a n i z a t i o n ' s  ca r  show i s  open t o  members as w e l l  as 
non-members. 2ar  shows a r e  a d v e r t i s e d  on l o c a l  r a d i o  and cab le  
s t a t i o n s .  News le t te rs  s o l i c i t i n g  p a r t i c i p a t i o n  i n  t h e  ca r  show 
a r e  a l s o  sent  t o  o t h e r  ca r  c l u b s  i n  ***** ********* . Specta tors  a r e  
admi t ted  t o  t h e  shows a t  no charge, however p a r t i c i p a n t s  i n  t h e  
car  show must pay a f e e -  

The  o r g a n i z a t i o n  has sponsors t h a t  pay $****  per year .  Sponsors 
a r e  c l u b  members who hope t o  promote r e t a i l  business i n  t h e i r  
es tab l ishments ,  The sponsors have no v o t i n g  power and cannot 
h o l d  t h e  o f f i c e  o f  p res iden t  o r  v i c e  p r e s i d e n t .  Sponsors a r e  n o t  
r e q u i r e d  t o  app ly  f o r  membership. 

Sec t ion  501(c)(7)  o f  xhe Code prov ides  exemption t o  c l u b s  
organized f o r  p lsasure ,  r e c r e a t i o n ,  and o the r  n o n p r o f i t a b l e  
purposes, s u b s t a n t i a l l y  a l l  of t h e  a c t i v i t i e s  o f  which a r e  f o r  
such purposes and no p a r t  o f  t h e  n e t  earn ings o f  which i n u r e s  t o  
t h e  b e n e f i t  c f  any p r i v a t e  shareho lder .  I n  genera l .  t h i s  
exemption extends t o  s o c i a l  and r e c r e a t i o n  c l u b s  which a r e  
supportted so le1  y  by  membership fees ,  dues, and assessrrtei~ts. 
However, a c l u b  o the rw ise  e n t i t l e d  t o  exemption w i l l  n o t  be 
cl isqual if i e d  because i t  r a i s e s  reverhue f rom members th rough t h e  
use o f  c l u b  f a c i l i t i e s  o r  i n  connect ion  w i t h  c l u b  ac t iv i : ies .  



P u b l i c  Law 94-568 amended I R C  5 0 1  t o  r e f l e c t  a  two-fold change 
under LRC 301(c) (7) .  F i r s t ,  i t  makes i t  c l e a r  t h a t  a s o c i a l  
c l u b  may r e c e i v e  some i ~ v e s t n e 7 t  income w i t h o u t  l r s i n g  i t s  
exempt s t a t u s .  Second, i t  p e r n i t s  a  t ~ i g h e r  l e v e l  ot income f rom 
nonmember use o f  c  l ub  f a c i  1  i t i r ? s  than w;s p r e v i o u s l y  a1 lowed. 

I n  a d d i t i o n ,  P u b l i c  Law 94-568 d e f l n e s  gross  r e c e i p t s  as those 
r e c e i p t s  f rom normal and usua l  a c t i v i t i e s  o f  a c l u b  i n c l u d i n g  
charges, admissions, membership fees, dues, assessments, 
investment  income, and normal r e c u r r i n g  c a p i t a l  ga ins  on 
investments,  bu t  exc lud ing  i n i t i a t i o n  fees  and c a p i t a l  
contr ib : . l t ions.  P u b l i c  Law 94-568 also s t a t e s  t h a t  i t  i s  
intend:gd t h a t  s o c i a l  c l u b s  shou ld  ba p e r m i t t e d  t o  r e c e i v e  up t o  
35  percent  o f  t h e i r  g ross  r e c e i p t s .  i n c l u d i n g  investment income. 
from scurces o u t s i d e  o f  ,:heir rnambership w i t h o u t  l o s i n g  t h e i r  
exempt s t a t u s ,  W i t h i n  t h i s  35 percent  amount, n o t  more than 55 
percent  o f  t h e  gross r e c e i p t s  shou ld  be d e r i v e d  f rom t h e  use of 
t h e  s o c i a l  c l u b ' s  f a c i l i t i e s  o r  s e r v i c e s  by t h e  general  p u b l i c .  
Thus a  s o c i a l  c l u b  may r e c e i v e  investment  income up t o  t h e  f u l l  
35  percent  amount o f  g ross  r e c e i p r s .  If a  c l u b  rece ives  unusual 
amounts o f  income, such as f rom t h e  s a l e  o f  i t s  clubhouse o r  
s i n i i l a r  f a c i l i t y ,  t h a t  income i s  n o t  t o  be i n c l u d e d  i n  t h e  35 
percent  formula;  t h a t  i s ,  unusual income i s  n o t  t o  be inc luded  
i n  t h e  gross  r e c e i p t s  o f  t h e  c l u b .  

Revenue R u l i n g  66-149, 1966-1 C.E. ,146 ho lds  t h a t  a  s o c i a l  c l u b  
7s n o t  exempt f rom Federal  income t a x  as an o r g a n i z a t i o n  
descr ibed i n  s e c t i o n  501(c) (7)  o f  t h e  Code where i t  r e g u l a r l y  
d e r i v e s  a  s u b s t a n t i a l  p a r t  o f  i t s  income f rom n~nmernber sources 
such as, f o r  example, d i v idends  and i n t e r e s c  on investments 
which i t  owns. However, a  c l u b ' s  r i g h t  t o  exemption u n d ~ r  
s e c t i o n  5 0 l ( c j ( 7 )  o f  t h e  Code i s  n o t  a f f e c t e d  by t h e  f a c t  t h a t  
f o r  a  r e l a t i v e l y  s h o r r  p e r i o d  a  s u b s t a n t ' i a l  p a r t  o f  i t s  income 
i s  de r i ved  from investment  o f  t h e  proceeds o f  t h e  s a l e  o f  i t s  
former clubhouse pending t h e  a c q u i s i t i o n  o t  a new home f o r  t h e  
c l u b .  

Revenue Ru l ing  65-63.  1965-'I C . 8 . 2 4 0  s t a t e s  t h a t  an organ iza t - ion  
which, i n  conduct ing  s p o r t s  ca r  events f o r  t h e  p leasure  and 
r e c r e a t i o n  of i t s  members, pe rm i t s  t h e  genera l  p u b l i c  t o  a t t e n d  
such events f o r  a f e e  on a  recurwing b a s i s  and s o l i c i t s  
patronage by a d v e r t i s i n g  does no7: q u a l i f y  f o r  exemption as a  
e l u b  organized e x c l u s i v e l y  f o r  p leasure .  r e c r e a t i o n  and o the r  
Don p r o f  i t a b l e  purposes under s e c t i o n  501 ( c )  ( 7  ) o f  t h e  I n t e r n a l  
Revenue Code. 

Sec t ion  I. 501 ( c  j (7)-.I ( b )  o f  t h e  r e g u l a t i o n s  prov ides ,  i n  p a r t ,  
t h a t  a  c l u b  which engages i n  business, such as making i t s  s o c i a l  
and r e c r e a t i o n a l  f a c i l i t i e s  a v a i l a b l e  t o  t h e  general  p u b l i c ,  i s  
n o t  organized and operated ~ ; : c l u s i v e l y  f o r  p leasure ,  r e c r e a t i o n  
and o the r  n o n p r o f i t a b l e  purposes, and i s  n o t  exempt f rom Federal  
Income Tax under s e c t i o n  5Ql(a)  o f  t h e  Code. 



which r e g u l a r l y  
p u b l i c ,  and cha 
exemption under 

ho lds  i t s  go l f  course open t o  the  general  
rges  e s t a b l i s h  green fees does not  q u a l i f y  f o r  
s e c t i o n  50.1 (c)(7) of the  Code. 

Your o rgan i za t i on  i s  s i m i l a r  t o  t h e  o rgan i za t i ons  descr ibed i n  
Rev. k u l .  65 -63 ,  and Rev h u l .  69-219. Like these o rgan iza t ions ,  
your a c t i v i t i e s  a r e  open t o  t he  genera l  p u b l i c  and a  f e e  i s  
requ i red .  A s  a r e s u l t ,  your o r g a n i z a t i o n  has exceeded t h e  '15% 
nonmember l i m i t  f o r  t h e  l a s t  t h r e e  years. 

I n  a d d i t i o n ,  your o rgan i za t i on  has sponsors t h a t  hope t o  prowore 
r e t a i l  business i n  t h e i r  establ ishments.  The sponsors do no t  
share the  same r i g h t s  and p r i v i l e g e s  as the  o ther  members o f  
your o rgan i za t i on .  The sponsors have a business mot ive r a t h e r  
than s o c i a l  and r o c r e a t i b n a l  i n t e r e s t s .  

Accordingly,  w e  conclude t h a t  you do n o t  meet t he  requirements 
f o r  exempt s t a t u s  under sec t i on  50 ' l ( c ) (7 )  o f  t he  Code and 
propose t o  deny your request  f o r  exemption under t h a t  sec t i on .  

We have a l s o  determined t h a t  you f a i l  t o  q u a l i f y  f o r  e x e m p t  
s t a t u s  under any o t h e r  subsect ion o f  I R C  504(c) .  

You a r e  r equ i r ed  t o  f i l e  a  taxab le  r e t u r n  Form '1'120 or  1 0 4 1  w i t h  
t h e  D i s t r i c t  D i r e c t o r  of I n t e r n a l  Revenue Serv ice.  Please send 
t h e  rocurn  t o  t h e  I n t e r n a l  Revenue Serv ice ,  P.O. Box 1680, 
General Post O f f i c e .  Brooklyn, NY 11202.  

If you do no t  agree w i t h  t h i s  de te rm ina t ion ,  you may request  a 
Conference w i t h  t h e  Regional D i r s c t o r  o f  Appeals by p r o t e s t i n g  
i n  accordance w i t h  t h e  enclosed i n s t r u c t i o n s  w i t h i n  3 0  days. 

P ro tes ts  submi t ted  which do no t  c o n t a i n  a l l  t he  documentat-ion 
s t a ted  i n  t h e  i n s t r u c t i o n s  w i l l  be r e tu rned  f o r  complet ion.  

If we do n o t  hear f r o n  you w i t h i n  t h a t  Cime, t h i s  de te rm ina t ion  
w i l l  become f i n a l .  

D i s t r i c t  D i r e c t o r  

Enclosure: Pub1 i c a t i o n  892 


